
Earnest money is one of those real estate terms that sounds formal, even old fashioned, but it does something
very practical. It is the deposit you put down when you make an offer, to show you are serious and to compensate
the seller if you walk away for a reason not covered by the contract. It is not a fee you “pay for nothing.” It is
money tied to the purchase, usually applied to your down payment or closing costs at the end of the deal.

The real question most buyers ask is not what earnest money is, but what amount makes sense. Offer too little
and you can look less committed than other buyers. Offer too much and you create unnecessary cash risk if
something goes sideways. The right number depends on the market, the property, the contract terms, and how
comfortable you are with timing and contingencies.

What earnest money is doing behind the scenes
When you submit an offer, the purchase agreement typically requires you to deposit earnest money within a set
time, often within one to three business days of acceptance. The money is held in escrow by a neutral third party,
commonly the listing brokerage’s escrow account or an escrow company.

Here is how it generally plays out:

If the transaction closes, the earnest money is credited toward your purchase, usually toward the down
payment and sometimes toward certain closing costs, depending on how the contract is written and how the
lender documents the funds.

If the transaction does not close, the seller may keep the earnest money if you breach the agreement or fail to
meet a contingency deadline.

If the contract allows you to exit for a covered reason, the earnest money is usually returned to you. The key is
the reason and the deadline, not the buyer’s intent in a general sense.

The biggest misconception I hear is that earnest money is “just a deposit” and will be returned unless the seller
refuses to sell. In reality, contract language controls everything. A buyer who misses a contingency date can lose
earnest money even when the underlying problem feels “unfair,” because the agreement treats deadlines as part
of the deal.

Earnest money versus down payment: same money, different purpose
People sometimes confuse earnest money with down payment, and that leads to poor planning. Earnest money is
usually a smaller cash amount that demonstrates commitment early. Down payment is the larger amount needed
at closing, funded by savings, a loan structure, or in some cases assistance programs.

You can think of earnest money as a risk-management tool and an offer-strengthener. It is not meant to cover the
seller’s mortgage or the seller’s future losses in a precise way. Instead, it provides a negotiated remedy for
nonperformance.

Because the earnest money is often credited at closing, it is not “lost” if the deal completes. The risk is in the path
to closing, not the destination.

How much earnest money should you offer?
There is no universal percentage that works everywhere. Offers are judged in context: price, financing type,
contingencies, timeline, and the seller’s priorities. Still, there are patterns, and those patterns can guide you.



In many markets, buyers commonly offer something in the neighborhood of 1% to 3% of the purchase price. In
more competitive areas, especially when listings attract multiple bidders, offers sometimes trend higher. In slower
markets, buyers may offer less because sellers have fewer alternatives.

But the percentage is only one lever. A seller cares just as much about whether your contract protects you and
whether you are likely to perform. A slightly lower earnest money paired with clean contingencies and strong
financing can beat a higher deposit paired with messy timelines.

The market factor: competition and buyer mix

When I’ve advised buyers in tight markets, the earnest money conversation was less about “what is typical” and
more about “what would make the seller comfortable without putting you in a cash crunch.” If the seller is getting
strong conventional offers, the seller may not view a larger deposit as meaningful unless it comes with fewer
“outs” for the buyer. On the other hand, if the seller suspects some offers will fall apart due to financing conditions,
a meaningful earnest money deposit can function like a signal of steadiness.

If you are in a market where buyers commonly waive certain contingencies or shorten inspection timelines, earnest
money may rise to reflect the seller’s increased risk. If you are in a market where buyers often retain broad
protection, sellers might not push earnest money much, because they already assume most buyers are protected.

Your financing type matters

Financing affects the risk profile of your offer. A conventional loan with clear documentation and a lender who can
fund quickly may reduce uncertainty. A purchase that depends on a unique financing situation, such as a jumbo
loan with more scrutiny or a hard-to-verify income source, can increase the risk that timelines slip.

That does not mean you should automatically increase earnest money. It means you should align your deposit
with how likely you are to meet deadlines. If you already know you are likely to need extra time for underwriting, it
is often better to negotiate the terms than to try to buy trust with extra cash that you might never get to keep.

The property type and seller situation

A condo with complex HOA documents can create inspection and review complexity. A property with tenant issues
may slow access. A property with repairs required by lenders can throw timing off.

If the seller is highly motivated to close quickly, a seller may prefer offers with timelines that fit their next move,
and earnest money may be one piece of that comfort. If the seller is less rushed, deposit size may matter less than
contingencies and closing date.

When higher earnest money helps, and when it hurts
Higher earnest money can help you win acceptance. It can also hurt you by increasing the amount at stake if
something goes wrong.

The practical question is not “how much does the seller want,” but “what amount can you afford to risk under the
specific contract terms.” If your contract includes contingencies with clear deadlines and proper notice
requirements, your real risk may be lower than a casual comparison suggests. If your contract is light on
protections or includes restrictive deadlines, higher earnest money can be a genuine financial exposure.

I remember a buyer client who offered a very high earnest money deposit on a house they loved. The deposit was
likely meant to look competitive, and the buyer’s agent told them it would “make the seller take them seriously.”
The deal did fall apart, but not because the seller was unreasonable. The issue was a missed deadline for a



contingency notice related to inspection follow-up. The contract language was strict. The buyer lost more cash
than they expected, even though the underlying property problem was legitimate. That experience made us much
more disciplined about aligning earnest money amount with contingency timing.

The contract terms are the real determinant of risk
Two buyers can offer the same earnest money amount and have very different outcomes if the deal fails. Why? The
contract controls when earnest money is refundable.

Typical contingencies include financing, appraisal, inspection, and sometimes sale of another property for buyers
who need to sell first. Each contingency has a trigger event and a deadline. If you exit within the contingency
window for the reasons the agreement allows, earnest money is often returned. If you miss the deadline or you
leave for a reason outside the contingency, the seller may be entitled to keep some or all of it.

Even within the same category, the wording matters. A financing contingency that is broad and specific, tied to
loan approval conditions you cannot control, can behave differently from a contingency that is narrower or
requires you to take certain steps first. Likewise, inspection contingencies can be framed as an absolute right to
terminate real estate within a period, or as a right tied to negotiation outcomes.

The safest approach is not to guess based on the percentage alone. Review the contract carefully, ideally with your
agent and with local norms in mind. Your agent should be able to explain the refundable versus nonrefundable
parts in plain language, not just read legal terms.

A practical framework for choosing an amount
If you want a disciplined way to think through “how much,” start by estimating what you could lose under realistic
failure scenarios. Then compare that amount to your cash reserves and your plan if you had to start over.

Consider these decision drivers in plain terms:

1. How competitive the seller is likely to be.

2. How protected your offer is by contingencies and deadlines.

3. How confident your financing timeline is.

4. Whether you have liquidity beyond the earnest money itself.

One more factor is your ability to perform if the deal stays on track. Sometimes buyers offer more earnest money
than they can easily replace if the deal falls apart. That can force stressful decisions later, even if they get to closing.
You want money tied to closing, not money that later creates second-order problems.

If you are short on cash, earnest money can still work, but you should be more conservative in the structure of
your contract. It often beats overleveraging by offering a deposit that you can comfortably lose, then using strong
contingency language to reduce the chance that you actually would lose it.

Examples: how different situations change the number

Example 1: Balanced conventional offer in a typical market

You are buying a $450,000 home with a conventional loan. You find comparable earnest money norms around 2%
to 3% in your area. Your offer includes standard inspection rights with clear notice deadlines, and your lender is
preapproved with stable income documentation.
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A 2% offer is $9,000. If your savings can absorb that amount without jeopardizing your down payment timing,
and your contingencies are drafted cleanly, that is a reasonable place to start. If there are multiple competing
offers, you might consider moving toward 3%, but only if the contract risk is truly manageable.

Example 2: Competitive market with multiple bids

Assume the same buyer and price point, but the seller is receiving several strong offers. Other buyers are offering
near or above 3%, and some are shortening inspection windows.

Here, earnest money can become part of a “seriousness package.” If your inspection rights remain robust enough
and your financing is solid, offering more, such as 3% or slightly above, can help. Still, do not treat earnest money
like a guarantee of acceptance. Some sellers prioritize higher price, fewer concessions, or a cleaner timeline more
than deposit size.

Example 3: Buyer needs flexibility due to underwriting uncertainty

Imagine a $520,000 purchase where the buyer’s income verification is slightly more complex, and underwriting
might require additional documentation. The buyer wants to keep protections but knows that loan conditions
might take longer.

In this case, higher earnest money can be risky because the financing contingency may be your critical safety valve.
If you miss deadlines, the seller can keep the deposit. If you expect delays, negotiate the timeline or strengthen
contingency language rather than automatically escalating cash.

Example 4: Sale contingency or timing risk

If you must sell your current home, your contract likely includes a sale contingency. Earnest money risk becomes
intertwined with performance by your own sale. Buyers sometimes increase earnest money to appear competitive
while also building in a sale contingency. That can be fine, but it should be done with eyes open. If the sale
contingency is well drafted with a realistic deadline, risk can be manageable. If the deadline is aggressive, the
money at stake could be more than you expected.

Where “typical” starts to break down
Local norms matter. So do property and transaction types. Some markets regularly see deposits in a higher range
due to competition. Other areas see lower deposits but tighter contracts, where buyers are careful about deadlines
and the seller is comfortable with common contingencies.

It also depends on whether your offer requires a large amount of immediate cash beyond the earnest money. For
example, some contracts include additional deposits for specific phases or require early payments for certain
inspections or third-party reports. Those costs are separate from earnest money but can complicate cash planning.

Another place where typical guidance breaks down is when disputes become likely. If you best realtor condado
Alma Martinez Real Estate are worried the deal might be contentious because of repairs, appraisal gaps, or seller
concessions, earnest money becomes more than a number. It becomes the thing that motivates both sides to
avoid escalation, or the thing the seller relies on if they think the buyer is stalling. Your contract terms should
reflect that reality.

How to structure your offer so the earnest money works for you
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Earnest money should support your offer strength and your certainty about performance. It should not be a
gamble that you are comfortable only if the seller behaves perfectly.

Here is what I generally look at when helping a buyer decide both the amount and the structure. It is not a
substitute for legal review in your jurisdiction, but it is how I evaluate risk.

Two things to confirm before you commit

Refundability timeline: When does the contract allow you to cancel and get the deposit back, and what
notice must be delivered by when?

What counts as compliance: For contingencies like financing or inspection, what steps must you take to be
considered in good standing?

If you cannot clearly answer those questions, you do not yet have enough clarity to choose an amount
responsibly.

Common mistakes buyers make with earnest money
Earnest money can be a straightforward deposit when the deal is smooth. It becomes stressful when people treat
the deposit as a moral statement rather than a contract term.

The biggest mistakes I see tend to fall into a few buckets:

First is offering a high deposit without reading the contingency deadlines as carefully as the price and the
financing. That is how buyers end up losing money they thought was refundable.

Second is assuming that “everyone will be reasonable” if something goes wrong. The contract is designed for less
rosy outcomes. If you need flexibility, negotiate it in the agreement.

Third is ignoring your own timing. If you know you need time for a specific inspection, appraisal, or document
delivery, make sure the contingencies and dates can realistically cover your process. Otherwise, you are setting
yourself up to be in technical default.

A short checklist for deciding your earnest money amount
If you want a practical way to make a decision quickly, use this as a sanity check before you sign and submit.

1. Confirm your area’s general range, then identify what would make the seller feel comfortable.

2. Add up the cash you need for earnest money plus any near-term deposits, and check your liquidity.

3. Read the contract for contingency deadlines and notice requirements, not just the overall refund language.

4. Assess your financing timeline honestly, including underwriting and appraisal scheduling.

5. If your risk is mostly uncertainty, consider negotiating timelines or contingency scope instead of increasing the
deposit blindly.

That checklist sounds simple because the goal is simple: decide based on contract risk and cash capacity, not
bravado.

Negotiating earnest money: what you can ask for
Earnest money can be negotiated in some scenarios, especially when there is flexibility in the purchase terms. In
many places, sellers ask for a deposit amount and a completion schedule for delivery into escrow. Buyers can often



respond with a counteroffer, or they can ask the seller to consider a lower deposit paired with stronger certainty
elsewhere, like a higher purchase price or tighter timelines.

If the seller wants more earnest money than you are comfortable risking, that is a prompt to review your
contingencies. Sometimes the right answer is not to increase the deposit, but to clarify that the deposit remains
refundable under certain outcomes. Sometimes the right answer is to increase it but only up to a level that fits
your cash plan.

In my experience, the best negotiations are the ones grounded in specifics. If you can explain that you are
prepared to offer X amount, but you need a contingency period that matches your lender’s appraisal schedule,
you are making an offer that is coherent. Vague explanations tend to lead to vague outcomes.

What happens if the deal goes sideways?
If you are worried about a failed transaction, it helps to think about scenarios in contract terms. If you terminate
within a contingency window, earnest money often returns based on the contract process, including who provides
written notice and by when. If you breach, the seller may claim the deposit.

There are also edge cases: mutual cancellations, seller delays, and disputes about whether a contingency was
triggered correctly. Those situations are where local practice and contract language matter most, and where a
careful reading prevents unpleasant surprises.

One more practical point: keep records. Dates, email delivery confirmations, and written notices matter. A seller’s
attorney may argue about what you did and when you did it. You want your documentation to match the
contract timeline.

So what number should you offer?
If you forced me to give a broad target, I would start with local norms and look for a range that typically lands in
the ballpark of 1% to 3% of the purchase price, then adjust based on contingencies, timeline certainty, and cash
reserves.

In a competitive market, you might increase toward the higher end of the range, sometimes beyond it, but only
when the contract terms make the risk manageable. In a slower market, you might offer less, especially if you are
able to keep strong protections and you are still competing on price and performance.

The best earnest money offer is the one you can afford to lose under the exact contract language you are agreeing
to, even if you do not want that outcome. That sounds harsh, but it is the simplest way to avoid anxiety.

Final thought: commitment is more than a deposit
Earnest money is a signal, but it is not the only one. Sellers look at the offer as a whole: how fast you respond,
how realistic your timeline is, whether your financing looks clean, and whether your contract gives clear paths to
terminate or proceed without gamesmanship.

If you focus only on the percentage, you miss the point. The deposit matters because of what it represents in the
contract process. When the earnest money amount and the contract terms are aligned, you get the best of both
worlds: you show seriousness without taking on avoidable risk.

If you are unsure, ask your agent to walk you through two things before you submit: when you would get the
money back if the deal ends early, and what could cause the seller to keep it. Once you have those answers,



choosing the amount becomes less about guesswork and more about judgment.
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